IN DU S 1 Re 
PR OF tLE 


OSZAV9LLL LOLZL E 


MQUMIMETO 


Ion | industry, ‘Seence and inductee: Sciences et 
(ee Canada : Tocca eae ee 


<, Writing _ 
and Coated Paper 


Canad 


Regional 
Offices 


Newfoundland 


Parsons Building 

90 O'Leary Avenue 

P.O. Box 8950 

ST. JOHN'S, Newfoundland 
A1B 3R9 

Tel: (709) 772-4053 


| Prince Edward Island 


Confederation Court Mall 
Suite 400 

134 Kent Street 
PO-Box1115 
CHARLOTTETOWN 
Prince Edward Island 
C1A 7M8 

Tel: (902) 566-7400 


Nova Scotia 


1496 Lower Water Street 
P.O. Box 940, Station M 
HALIFAX, Nova Scotia 
B3J 2V9 

Tel: (902) 426-2018 


_ New Brunswick 


770 Main Street 
PORBOXe!2 10 

| MONCTON 

New Brunswick 
EICSP9 

Tel: (506) 857-6400 


| PU 3075 


Quebec 


Tour de la Bourse 


| PO. Box 247 


800, place Victoria 


| Suite 3800 


MONTREAL, Quebec 
H4Z 1E8 
Tel: (514) 283-8185 


Ontario 


Dominion Public Building 
4th Floor 

1 Front Street West 
TORONTO, Ontario 

M5J 1A4 

Tel: (416) 973-5000 


Manitoba 


330 Portage Avenue 
Room 608 

P.O. Box 981 
WINNIPEG, Manitoba 
R3C 2V2 

Tel: (204) 983-4090 


Saskatchewan 


105 - 21st Street East 

6th Floor 

SASKATOON, Saskatchewan 
S7K 0B3 

Tel: (306) 975-4400 


Alberta 


Cornerpoint Building 
Suite 505 


| 10179 - 105th Street 


EDMONTON, Alberta 
1D). 358 


_ Tel: (403) 420-2944 


British Columbia 


Scotia Tower 

9th Floor, Suite 900 

PO. Box 11610 

650 West Georgia St. 
VANCOUVER, British Columbia 
V6B 5H8 

Tel: (604) 666-0434 


Yukon 


108 Lambert Street 
Suite 301 
WHITEHORSE, Yukon 
Vaz 

Tel: (403) 668-4655 


Northwest Territories 


Precambrian Building 
P.O. Bag 6100 
YELLOWKNIFE 
Northwest Territories 
X1A 1C0 

Tel: (403) 920-8568 


For additional copies of this 
profile contact: 


Business Centre 

Communications Branch 

Industry, Science and 
Technology Canada 

235 Queen Street 

Ottawa, Ontario 

K1A 0H5 


Tel: (613) 995-5771 


FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, In a Summary form, the 
Current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
Strategic directions. 
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Canada 


1. Structure and Performance 


Structure 

The terms book, writing and coated papers usually refer to fine papers that 
contain a high level of pure cellulose fibres to provide a good writing or 
printing surface. These grades are placed in two general sub-sectors — 
commodity papers and specialty grades. 

Commodity papers include photocopy, computer printout, continuous 
form bond, book and printing papers. About 65 percent of shipments fall 
into this group of papers which are usually made on modern, high-speed 
paper machines. 

Specialty grades include low-volume, higher-value products such as 
writing, cup, food container stock and non-sanitary tissue. These papers are 
usually manufactured by older, slower machines. Only 35 percent of total fine 
paper shipments is included in this category. 

Papers produced with up to 10 percent mechanical pulp are referred to 
as "wood-free" while those with more than 10 percent mechanical pulp are 
known as "wood-containing.” Mechanical pulp does not have all the impurities 
removed and is therefore cheaper to manufacture than chemical pulp 
(i.e., sulphite or sulphate (kraft) pulp). 

Some papers can be either coated or uncoated, and contain mixtures 
of chemical pulp, mechanical pulp, recycled fibre and fillers to upgrade the 
appearance and printing quality of the grade. They are sold in a variety of roll 
and sheet sizes, weights and colours. 

There are only two fully integrated fine paper mills in Canada. All the 
others must purchase their market pulp. The latter are at a definite cost 
disadvantage as the purchased pulp has to be dried, baled, transported and 
re-slushed again by the user mill. The fully integrated mill usually keeps the 
pulp made on site in slush form until it is ready for the paper machine. 

There are nine companies producing fine papers at 16 mills in Ontario, 
Quebec, New Brunswick and British Columbia. Ontario and Quebec mills 
together produce more than 80 percent of all fine paper. Only five of these 
companies produce more than 100 000 tonnes per year each. Domtar Inc. is 
by far the largest manufacturer and has the biggest share of both domestic 
and export markets. With the exception of Miramichi Pulp & Paper Inc., which 
is smaller, the other fine paper producers are about equal in capacity. 

The Canadian industry has a capacity of 1.5 million tonnes and has been 
operating at close to that for the past three years. Shipments for 1986 were 
more than $1.3 billion or about nine percent of total Canadian pulp and paper 
sales. Exports totalled $377 million, while imports accounted for $397 million. 
Canadian export efforts have been concentrated on the United States due to 
the demise of the British Commonwealth tariff preferences, today's high 
external tariffs in the European Community (E.C.) and competition from 
countries attempting to manufacture their own fine papers. This trend has 
been reinforced by the low value of the Canadian dollar in relation to U.S. 
currency, comparatively low U.S. duties on fine papers and proximity to the 
marketplace. Imports from countries other than the United States have 
always been less than 10 percent of the total in the past. However, they 
are likely to increase as the Canadian fine paper industry continues its 
rationalization process, by dropping many grades not considered competitive. 
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Fine paper in Canada and the United States is 
sold through wholesale merchants or direct sales 
to end users. These include converters, original 
equipment manufacturers (OEMs), such as Xerox, 
IBM, etc., and federal and provincial governments. 
The paper merchant plays a very important role in 
paper marketing — whether it's a paper company 
subsidiary or a privately owned concern. The 
merchant provides the customer with a complete 
line of printing and writing paper supplies in one 
place with same-day or next-day delivery. The 
merchant can usually supply technical support for 
the customer and may, on occasion, finance paper 
purchases. Many paper users, large or small, do not 
have storage space available nor can they afford to 
carry a wide-ranging inventory. 

Paper merchants provide the head office with 
important local marketing information. Local printers 
prefer to deal with a company that has roots in the 
community rather than with a salesperson who may 
only have time to visit the customer once or twice a 
month. Merchants also provide stock for stationery 
outlets but do not sell to the general public. Paper 
producers deal directly with large-volume printers and 
stationery chains using the merchant as an agent for 
carload orders. To assure their place in the market, 
Canadian paper companies are purchasing both paper 
merchants and paper manufacturers in the United 
States and Europe. 


Performance 

For many years, capacity growth was geared to 
the needs of the domestic market. Few companies 
exported except to U.S. border states and the British 
Commonwealth. Since the 1970s, major growth 
in exports has been in the wood-free, business 
communications paper group where U.S. tariffs are 
low or non-existent. 

Under the British Commonwealth preferential 
tariffs, Canadian exports benefited from duty-free 
entry of all papers and pulp into the United Kingdom 
and most other Commonwealth countries, shipping 
substantial quantities to many of these countries. 
This measure remained in force until 1973, when the 
United Kingdom joined the European Community 
(E.C.). Protected by a high domestic tariff of 
22.5 percent, the Canadian industry underwent a 
major expansion and modernization phase, with 
producers adding eight new machines and rebuilding 
several others prior to 1968. From 1968 to 1983, 
no new capacity was brought on stream. There 
were just modest increases through machine 
speed-ups, as the industry attempted to absorb 
the major capacity increases that took place during 
the two decades after the Second World War. 

The average annual growth rate of domestic 
fine paper shipments between 1960 and 1970 was 
5.9 percent; from 1970 to 1980, however, this rate 
dropped to 4.7 percent. During the 1970s, imports 
increased at an annual rate of 13.4 percent, almost 
balancing imports and exports by 1982. Some paper 
grades are imported because Canadian producers do 
not make them, some are competing directly with 
Canadian mills. 

In 1984 and 1985, the relatively high value of 
the Canadian dollar had a negative effect on profit 
margins related to export sales. 

Because all fine paper manufacturers, except 
Rolland Inc., are subsidiaries of larger companies, It is 
difficult to separate the financial details of these firms 
in Canada. By 1986, the 15 largest pulp and paper 
companies that publish their financial statements had 
increased operating rates to a high of 90 percent, 
raised prices of both paper and pulp considerably 
and improved their balance sheets in relation to the 
beginning of the decade. 

During the 1960s, when shipments were less 
than half a million tonnes, employment peaked at 
more than 8000 persons. In 1986, with the industry 
shipping 1.3 million tonnes, only 7000 persons were 
employed. The increase in productivity has been 
achieved through the use of wider, faster machines, 
the increasing use of electronics, better on-the-job 
training and the introduction of the seven-day 
week. All of these factors have helped to reduce 
expensive downtime. 
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2. Strengths and Weaknesses 


Structural Factors 

Important elements affecting the present 
competitive nature of this industry include: access 
to reliable pulp sources; low energy and unit labour 
costs; modern papermaking equipment; major 
markets within 500 to 700 km of the mills; and 
backup of a well-organized merchant system. 

The two major cost elements in fine paper 
manufacturing are the fibre and labour rates, which 
represent more than 50 percent of all mill-level 
costs. These depend on the grade being produced 
and whether the mill manufactures pulp "in-house" 
(integrated) or must purchase it on the open 
market (non-integrated) at prices determined by 
world conditions. 

For many years, the fine paper industry was 
oriented towards the domestic market and protected 
from foreign competition by high tariffs. Today, 
however, with the industry exposed to competition 
from U.S., Scandinavian, Finnish, Brazilian and Far 
Eastern producers, economies of scale have become 
critical. In 1986, the U.S. capacity to produce fine 
paper was almost 18 million tonnes, more than 
11 times the size of the Canadian industry. There 
are two U.S. paper companies capable of producing 
almost two million tonnes per year each and two 
others with capacities of more than one million 
tonnes each. These mills use wider, faster paper 
machines, and hence have higher productivity than 
most Canadian mills. However, the new paper 
machines at Miramichi, Domtar, Great Lakes and 
Weyerhaeuser will help to overcome this advantage. 
Smaller, older paper machines in Canada are being 
updated and devoted to producing grades with higher 
value-added. By 1989, the largest producer in 
Canada will have a capacity of about 600 000 tonnes. 
The others will have capacities ranging from 110 000 
to 450 000 tonnes by 1990. 

Although hard data on trained personnel are 
difficult to obtain, the skill level of mill employees 
is a problem facing the industry. In the fine paper 
industry, recent labour settlements (including rates 
and social benefits) have been higher in Canada than 
in the United States. 

Many U.S. fine paper mills have a pulp source 
"in-house" — only two mill sites in Canada are truly 
integrated. As noted earlier, the need to buy pulp 
is an added cost that must be overcome in order 
to maintain domestic market share or seek 
export markets. 


Transportation expenses do not play a critical role 
in this sector of the pulp and paper industry, as most 
of these mills are located close to large consumer 
centres or within a range of 700 km, making 
overnight truck deliveries cost effective. A significant 
number of Canadian sources are closer to their U.S. 
customers than U.S. suppliers are. To exploit this 
advantage and offer same-day service, Canadian 
companies are purchasing U.S. merchant houses. 


Trade-related Factors 

At present, the tariff for fine paper imported into 
Canada Is 6.5 percent (except for coated groundwood 
paper which stands at 2.5 percent). The U.S. tariff for 
these grades is 2.5 percent. Japanese import tariffs 
range from 3.8 to 4.6 percent, while the E.C. levies 
nine percent for all fine paper grades. 

The close relationship between independent 
merchants and U.S. paper mills has made it difficult, 
until recently, for Canadian companies to establish a 
permanent marketing base in that country. State 
and federal agencies have procurement practices 
favouring local paper mills. In addition, it is alleged 
that U.S. customs officials have occasionally 
reclassified lower-value printing papers to fine 
papers with higher duty rates. 

Some foreign markets require import licences, 
depending on the availability of foreign exchange. 
Often, special "port charges" are imposed to 
supplement existing duties. 

The Canada-U.S. Free Trade Agreement (FTA) 
will enable Canadian producers to enter the U.S. 
market duty-free by 1994, and will allow temporary 
entry to the United States of after-sales service 
personnel. The agreement will also provide more 
secure access through the application of its dispute- 
settlement mechanism. 


Technological Factors 

The same papermaking technology is available 
throughout the world. It has developed rapidly over 
the past 20 years, making the world industry much 
more efficient. Scandinavia and Finland have 
upgraded their facilities to a greater degree than 
Canada, but investments of $2 billion during the 
1980s indicate a major commitment to the 
modernization of the Canadian industry. 

The introduction of new pulping technologies 
during the last decade — thermomechanical pulp 
(TMP) and chemithermomechanical pulp (CTMP) — 
has allowed chips made from sawmill waste to be 
substituted for roundwood. Moreover, electricity has 
replaced hydrocarbons as the energy input. Both 
of these developments have helped reduce 
production costs. 
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The offset and flexographic printing processes, 
which offer greater fidelity of reproduction, have 
been major advances, creating demand for an 
improvement in the quality of all paper grades. 

The market awaits greater sheet uniformity, 

higher smoothness, higher opacity and increased 
brightness. All mills must meet these specifications 
to be competitive. 


Other Factors 

Exchange fluctuations can have a significant 
influence on the competitiveness of Canadian fine 
paper producers. Between 1980 and 1984, when 
the value of Canadian and U.S. currencies were 
appreciating rapidly against Scandinavian and 
European currencies, imports from these areas 
expanded. As a result, these imports, along with 
rising imports from Brazil, have provided stiff 
competition for Canadian products in the U.S. 
market. Nonetheless, Canada still remains the major 
foreign supplier of fine papers to the United States. 


3. Evolving Environment 


Investment in the fine paper industry during the 
1983 to 1988 period totalled $1.5 billion. Announced 
or predicted expansion between 1988 and 1991 
stands at almost $2 billion, and will raise industry 
capacity to two million tonnes. This figure does not 
include the ongoing cost of modernizing existing fine 
paper mills. 

Expansion to the year 2000 will not raise 
employment much above the level of 7100 to 
7200 workers maintained over the past decade. New 
state-of-the-art, high-speed, commodity-grade paper 
machines requiring fewer staff, combined with the 
retirement of labour-intensive obsolete equipment, 
will tend to keep employment at present levels. 

Business paper demand is expected to grow, but 
at a Slower pace as a result of market saturation in 
office copiers and related equipment. The trend to 
higher-value papers will continue because of the 
demand for quality printing. Although forecasts for 
the 1991 to 2000 period are not available, Canadian 
fine paper capacity almost doubled during the 1980s. 
With the greater use of hardwood pulp, the industry 
should be able to meet domestic and export 
demands well into the next century. The United 
States will continue to be Canada's major export 
market for fine papers. 

Under the FTA, the elimination of tariffs on 
incoming U.S. paper products over the next four 
years will increase competition for Canadian 
producers from U.S. mills. Producers devoted to the 
domestic market will have to restructure their 
operations to become competitive in a tariff-free 
environment. If this effort is successful, employment 
opportunities will be maintained, although today's 
modern paper machines require far fewer staff than 
machines brought on stream just a decade ago. 


a INDUSTRY PROFILE 


Shipments Employment 
($ millions) (persons) 
1500 ° =e 5s : 7200 
1300 7100 
1100 — 7000 
900 - 6900 
1983 1984 1985 1986 

Shipments 

Employment —=—=—=—=—= 


Total Shipments and Employment 


4. Competitiveness 
Assessment 


Shipments of fine papers represent less than 
10 percent of total Canadian pulp and paper sales. 
Under the FTA, the industry will be competing 
against a U.S. industry with a capacity more than 11 
times that of Canada's. In order to compete in both 
domestic and U.S. markets, the commodity papers 
sub-sector is modernizing existing mills and 
purchasing state-of-the-art paper machines. 
Companies in the specialty grades sub-sector are 
retiring old machines, modernizing others and 
developing or purchasing new technology to 
produce higher-value papers. 

Given the cost advantages that prevail at an 
exchange rate of approximately US$0.80, some 
Canadian paper grades are competitive in the U.S. 
market. While some grades may be competitive 
in Europe, even with the high E.C. external tariff, 
growth of exports is severely constrained by current 
tight Canadian supply and severe competition from 
E.C. and Scandinavian manufacturers. The situation 
is expected to continue over the medium term, 
provided there is no significant increase in the value 
of the Canadian dollar in relation to Scandinavian, 
Finnish and U.S. currencies. 

In the 1980s, the Canadian industry's 
productivity improved at a slower rate than that of its 
foreign competitors. However, the return to higher 
levels of profitability, as a result of greater capacity 
utilization, will bring increased capital investment for 
modernization. Productivity is expected to rise even 
more with new and improved facilities. The renewed 
growth and improvements now under way are likely 
to ensure the industry's long-term viability. 
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SS SS 
PRINCIPAL STATISTICS SIC(s) COVERED: 2719 


1973 1983 1984 1985 1986 


Establishments 14 15 15 iS 16 
Employment 7 000 7 100 7 100 7 100 7 100 
Shipments ($ millions) 272 900 1 043 1 100 | B2E 
Investment ($ millions)& 20 150 20 30 500 


1973 1983 1984 1985 1986 


Exports ($ millions) 56 VAS 266 300 Si/7/ 
Domestic shipments ($ millions) 216 V25 UIT 800 952 
Imports ($ millions) 41 242 Soil 346 397 
Canadian market ($ millions) 25) 967 | 12s 1 146 1 349 
Exports as % of shipments 21 IS 25 27 28 
Imports as % of domestic market 16 25 6il 30 BE) 
Source of imports UES: ExG Asia Others 
(% of total value) 
1983 95 y S — 
1984 74 24 D = 
1985 90 ) — — 
1986 82 14 — 4 
Destination of exports U.S. EC: Asia Others 
(% of total value) 
1983 92 1 — 7 
1984 95 1 — 4 
1985 90 1 3 6 
1986 90 1 iS 6 


(continued) 
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Atlantic Quebec Ontario Prairies B.C. 

Establishments — % of total 6 38 50 0 6 
Employment — % of total 5 63 58 0) 4 
Shipments — % of total 10 40 42 0) 8 
Name Ownership Location of Major Plants 
Abitibi Price Inc. Canadian Thunder Bay, Ontario 
Canadian Pacific Forest Canadian Dryden, Ontario 

Products Ltd. 
Domtar Inc. Canadian Windsor and 


Beauharnois, Quebec; 
Cornwall and 
St. Catharines, Ontario 


E.B. Eddy Forest Products Ltd. Canadian Hull, Quebec; Ottawa and 
Espanola, Ontario 

Fraser Inc. Canadian Thorold, Ontario 

Island Paper Mills Ltd. Canadian Vancouver, British Columbia 

Kruger Inc. Canadian Trois-Riviéres, Quebec 

Miramichi Pulp & Paper Inc. Canadian Newcastle, New Brunswick 

Rolland Inc. Canadian St-Jér6éme and 


Mont-Rolland, Quebec 


New Mills 


Weyerhaeuser Canada Ltd. American Prince Albert, Saskatchewan 
(Start-up 1988) 


e ISTC estimate 
N/A Not available 


Note: Statistics Canada and Canadian Pulp and Paper Association data have been used in the 
preparation of this profile. 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/6111/647 750 
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